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QUARTERLY REVIEW: 


New Orders Key to New England 





New England manufacturers during the first quarter 
of 1949 opérated at lower levels of new orders, pro- 
duction, and employment than in the first quarter of 
1948. Declining sales affected more industries. Dur- 
ing the breathing period producers are concentrating 
on cost reductions and improvements in product 
design and distribution methods. Retail sales and the 
course of new orders received by manufacturers 
during March and April will determine the rate of 
future industrial activity. 











MANUFACTURERS in New England during the first 
quarter of 1949 became increasingly concerned with the 
problem of maintaining the demand for their products. 
Where a limited number of industries had passed 
through readjustments in 1947 and 1948 as their post- 
war peaks of demand were left behind, increasing num- 
bers of industries have been feeling the pinch of de- 
clining orders since the opening of the new year. 
According to the Associated Industries of Massa- 
chusetts, there was a contra-seasonal decline of more 
than five per cent in new orders received by Massachu- 
setts manufacturers in January. The drop was shared 
by all major industry groups except paper and textiles. 
The latter recovered somewhat from an unusually low 
level of orders in December. Every industry group 
showed new orders substantially lower than last year. 
Managements which had anticipated and planned for 
the changed competitive conditions had greater success 
in maintaining sales and production. They had turned 
their attention to cost reductions and had strengthened 
their distribution outlets at an earlier date and were 
usually in a better position to sustain sales by lowering 
prices. Those producers who had not prepared suffi- 
ciently for the changed conditions were in less satisfac- 
tory positions. More of them faced the decision of how 
far they could afford to cut prices in their attempts to 
maintain sales volume, or whether it was desirable to 
curtail production or close down to avoid losses. 
Shorter working schedules and layoffs became more 
common in almost all lines of manufacturing, pending a 
pick-up in new orders. Each plant manager tried to 
reduce costs. Purchase prices became more important 


J olume 31 MARC 


Business Conditions 


and shopping around for low bids increased. Inventories 
were reduced and more firms adjusted their purchasing 
policies to cover less than three months’ requirements 
of materials and parts. This change has accentuated the 
sales problem of supplying firms. During the breathing 
spell many manufacturers are taking advantage of the 
opportunity to bring out new products, new models, 
new designs, and regroup their working forces. 

Lower manufacturers’ selling prices have appeared 
in many product lines through reductions in list prices, 
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more generous discounts, or reductions in premium 
prices. The lower prices have not yet been effective in 
increasing total buying, partly because of the increased 
inventory caution of purchasers and partly because of 
the expectation that further price reductions will ma- 
terialize. Industrial buyers are reluctant to enter the 
market for renewed heavy buying until their inventories 
have been reduced to the desired levels, until there is 
better evidence that purchase prices will not decline 
much further, or until orders for their own products 
pick up. Wholesalers, retailers, and consumers have de- 
veloped similar attitudes toward prices. 


Varch and tpril hey Months 


Manufacturers are particularly anxious about the 
course of new orders in March and April, which are cus- 
tomarily the peak production months of the spring 
season. The course of New England business in these 
two months will reveal how effectively this region’s pro- 
ducers have improved their plant efficiency and mer- 
chandising programs to meet the new quality, price and 
design standards of the market. 

Consumer buying is a critical element in the current 
situation. The retail sales problem has spread to almost 
all lines. Most nondurables, which still constitute a very 
important segment of New England industry, emerged 
into buyers’ markets a year or more ago. The accumu- 
lated demand for consumers’ durables, which was a 
major factor in the record-breaking production of 1948, 
has been worked down to a manageable level. Dealers’ 
inventories of major household appliances have been 
rising. Even automobiles have lost their one-time ap- 
peal which impelled would-be buyers to stand in line for 
months or years and to offer large premiums, and the 
demand for houses is also less urgent. 

Layoffs and shorter working schedules in manufac- 
turing plants have also affected consumer buying. In 
addition to their effect upon the current purchasing 
power of individuals out of work, they add to the buying 
caution of workers who question their future employ- 
ment security. While unemployment has not yet be- 
come a major deterrent to New England’s economic 
activity, it is serious for many individuals. 

Manufacturing employment in New England fell 2.3 
per cent from December 1948 to January 1949. In Janu- 
ary it was 7.6 per cent below the level of January 1948. 
The year-to-year drop in New England’s three southern 
states, which are the most industrialized states in the 
region, was seven per cent for Massachusetts, eight per 
cent for Connecticut, and eleven per cent for Rhode 
Island. Each of these changes is greater than the corre- 
sponding 2.4 per cent decline for the United States as a 
whole. Both Connecticut and Rhode Island, however, 
showed better records than the nation’s 2.5 per cent dip 
in manufacturing employment from December to Janu- 
ary. Massachusetts showed more than the national 
decline with a 2.8 per cent drop. 

Preliminary reports for February indicate that the 
employment decline is tapering off in New England. 
More firms showed increased employment in that month 
than in either December or January. Unemployment 
compensation claims continued to increase in New 
England into February, but their rate of increase slowed 
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down. Initial claims in New England were up 4.7 per 
cent for the week ending February 5 over the preceding 
week, but continued claims rose only 2.7 per cent. Both 
initial and continued claims were 97 per cent greater 
than a year before. The increases in initial claims over 
a year ago were largest in Rhode Island and Connecticut 
and smallest in Vermont and Massachusetts. 
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Even where employment was maintained, however, 
hours of employment were frequently curtailed as 
plants dropped to three- or four-day weeks. The shorter 
work week in January resulted in lower average weekly 
earnings than in December in all areas, though January 
1949 earnings remained above those of a year ago. 

While manufacturing production and employment 
have declined during the past few months, nonmanu- 
facturing employment has remained steady for the most 
part. Despite the seasonal decline from December, for 
example, nonmanufacturing employment in Connecti- 
cut in January was 2.9 per cent above that of January 
1948. The increased opportunity for nonmanufacturing 
employment in New England is a correction from the 
war-induced manufacturing boom, which lowered the 
relative importance of nonmanufacturing activities 
ereatly in terms of the prewar standard. 

One nonmanufacturing line which has experienced a 
decline in activity is railroad transportation. Total 
freight carloadings in New England for the month of 
January were 18.5 per cent below those of a year ago, 
and layoffs have occurred in repair shops and in several 
operating categories. The New England decline has 
been slightly greater than the national drop of 15.1 per 
cent for the same period. 

A mildly encouraging sign for New England business 
is its better than average record of business failures in 
January. The number of failures in New England was 
2.6 per cent lower than in December, while for the 
country as a whole the number of failures increased 6.6 
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per cent over the same interval. New England’s increase 
of 67 per cent over January 1948 was, however, some- 
what greater than the national increase of 59 per cent. 


lextile Troubles Continue 


The problem of securing enough orders to maintain 
full production continued to trouble New England’s 
textile mills. Plant managers concentrated increasingly 
on cost reductions in order to produce products and 
services at prices lower than those quoted by other mills. 
New work assignments were instituted for trial periods 
in some plants. Arbitration decisions in the cotton, 
rayon, woolen, and worsted divisions stabilized wage 
rates at 1948 levels. With job security depending more 
on plant efficiency, higher standards have been adopted 
by employers in hiring and judging work performance, 
and competition among workers has intensified. 

Woolen and worsted prices in February for the fall 
season opened at the same level as for the spring season. 
Raw wool prices are still high. Losses on overruns had 
been taken. There were increasing indications, however, 
that mills might be willing to shade prices further in 
their efforts to sustain volume production. Cutters con- 
tinued to buy cautiously. 

The recent slash in the prices of rayon fabrics, which 
has occurred after the reductions in cottons and before 
those for worsteds, fanned the competition for end uses 
among the three fabric types. Production and mer- 
chandising relationships in rayon fabrics are unsettled. 

As domestic competition continues to intensify, the 
industry is exploring all possibilities for sustaining tex- 
tile demand. Through its trade associations, state offi- 
clals, and national representatives in Congress, the New 
England industry is publicizing the potential strength 
of foreign competition. Members of the industry suggest 
the insertion of a “safety” or “peril point” clause to 
restrict imports under the Trade Agreement program. 
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New England garment shops are also finding dollar 
sales in the first quarter of 1949 somewhat below those 
in the comparable period of 1948. Keen competition 
among manufacturers and lower sales are particularly 
evident in the men’s and boys’ section of the industry. 
The New England apparel industry has not been forced 
to limit its activity as much as the industry in various 
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other areas, since its postwar expansion of manufactur- 
ing facilities was not so great as that in most other 
garment-producing regions. 

New orders received by Massachusetts shoe factories 
in January were about 15 per cent below those for 
January 1948. The lower volume of orders continued in 
February. Boot and shoe employment in Massachusetts 
in January was 11 per cent lower than it had been a 
year ago. Similar conditions prevailed in New Hamp- 
shire and Maine, New England’s other important shoe- 
producing states. 

As the shoe industry goes into its spring production 
peak, employment is increasing seasonally over the 
fourth quarter of 1948. New layoffs have virtually 
ceased, but the number of recalls is not so large as it was 
a year ago. Many plants are still operating on a four- 
day schedule. 

Slower sales and tighter buying policies by shoe fac- 
tories and producers of other leather goods have con- 
tributed to reduced operations in New England's tan- 
neries. In Massachusetts, January employment in 
leather manufacturing was off by eight per cent from 
January 1948. The shortened work week prevalent in 
other lines has also characterized tannery operations. 
The uncertainty of the future course of prices for hides 
and skins and the increased use of substitutes have ac- 
centuated the problem for leather manufacturers. 

While confronted by the same changing economic 
atmosphere that has affected other New England indus- 
tries, the wood-using industries have so far remained 
fairly active. Lumber production was favored in this 
region by the mild winter, whereas other lumber- 
production areas were held back by unusually severe 
weather. Inventories grew during 1948 and were in part 
responsible for the decline in lumber prices during the 
second half of 1948. Further inventory accumulation is 
being avoided. 

The transition to a buyers’ market in the paper in- 
dustry is occurring gradually, though demand is still 
high. New orders are holding up at about last year’s 
volume and high-level production has been maintained 
in most branches of the industry. The elimination of 
most shortages has affected purchasers’ buying policies, 
however, and the pressure for lower prices is strong. 
Only newsprint remains in chronic short supply. 

January employment in Massachusetts fine paper 
mills was 11 per cent below that for the same period last 
year. In the Fitchburg and Holyoke areas the work week 
has been shortened. Paperboard production is about 10 
per cent below last year. The output of tissues and other 
specialty papers has remained near capacity. 

Furniture production has remained reasonably active 
in New England, though the changed economic condi- 
tions are forcing adjustments within the industry. 
Greater consumer insistence on value is stimulating 
quality improvements, but standard prices have not yet 
weakened appreciably in the high-grade lines. Slower 
sales, particularly in upholstered furniture, have led to 
reduced production and employment, either through 
layoffs or shorter work weeks. The New York furniture 
show yielded new ‘orders in satisfactory volume, and 
local manufacturers are reasonably optimistic. 

The curtailed production, reduced employment, and 
shorter work weeks characteristic of the textile and 
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leather trades have appeared increasingly in other non- 
durable lines. Rubber-goods production in New Eng- 
land was particularly affected by the mild winter, which 
seriously affected the sale of footwear. Layoffs and 
shortened work schedules appeared in the region’s rub- 
ber footwear factories in January and February as in- 
ventories climbed. Increased production activity in 
March is planned for the warmer weather lines. 

After spotty activity in the New England costume 
jewelry industry during January, many workers were 
recalled from the between-season layoffs late in Febru- 
ary because of the stimulus from Easter orders. Price 
resistance among consumers has increased and there is 
a greater emphasis on low-priced items. The clock and 
watch industries have experienced plant closings and 
shorter work weeks. Some silverware manufacturers also 
curtailed operations at the end of February. 

The food industry has shown diverse tendencies 
during the past few months. Bakery employment was 
steady, confectionery manufacturers with allowance for 
the post-Christmas seasonal decline benefited from 
lower cocoa prices, but the production of beverages and 
liquors declined with resultant reduced employment 
and shorter work weeks in January. The general slow- 
ing of industrial activity is now being reflected back to 
basic chemicals which has offered several years of strong 
support. The plastics division, nevertheless, has con- 
tinued near capacity levels. 


Steel Activity Continues Strong 


Steel making is one of the last branches of New Eng- 
land industry to show declining production and employ- 
ment. Steel rolling schedules are reported to be as 
jammed as ever, even though cancellations have been 
appearing in increasing number. New England’s operat- 
ing rate for ingot production was at 87 per cent of capac- 
ity during the first eight weeks of 1949, which was a 
seven per cent gain over the comparable period of 1948. 

While steel production has shown few signs of weak- 
ness, the metal-working industries have been beset by 
the same order problem that has characterized the soft- 
goods industries and report declining employment. New 
orders in the Massachusetts metal trades in January 
were about 10 per cent below those of a year ago. In- 
ventories of finished goods have been built up, most of 


the critical demands have been met, and more vigorous 
selling has been resumed. 

The machine-tool industry, after several months of 
declining orders and curtailed operations in January, 
received its largest volume of new orders since June 
1947. Foreign orders, stimulated by the European Re- 
covery Program, constituted an increasing proportion 
of total new orders. Employment and production have 
been slow to pick up in the New England industry, but 
some improvement is anticipated in the near future. 

The production of heavy electrical equipment is still 
generally active, though model changes have produced 
temporary layoffs in some New England plants. Many 
firms in the appliance division of the electrical-machin- 
ery industry have curtailed operations considerably, 
chiefly because of the retail slow-down of larger house- 
hold appliances, accumulating inventories and model 
changes. Radio-equipment production has been bol- 
stered by the expansion of television output, however, 
and Massachusetts radio producers showed an increase 
in employment of 20 per cent from January 1948 to 
January 1949, 

Contract foundries have been particularly hard hit 
during recent months by the decline in the manufacture 
of stoves and other home appliances and some types of 
machinery. Employment in New England foundries was 
off sharply during the first quarter of 1949 from the level 
of the preceding year. 

Even the formerly strong textile-machinery industry 
has begun to show some signs of weakness. Backlogs of 
orders have shrunk. The curtailment in activity so far 
reported is slight, but it may increase during the next 
few months. 

The automobile and shipbuilding industries of New 
England have continued strong during the first quarter 
of 1949, though employment in the automobile plants 
has become stabilized. 

The order problem appeared in the Connecticut 
Valley brass industry during January and February and 
revealed a softening in this formerly strong element in 
the New England industrial pattern. The decline hit rod 
mills first and has spread to plants producing brass 
tubing. The usual pick-up of new orders in late January 
did not appear this year. Brass mill operations are 
generally on a four-day week. 
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NEW ENGLAND CONSTRUCTION OUTLOOK 





Despite a probable decline in new private residential 
building, increases in utility and public construction 
are expected to produce a total volume of construc- 
tion in 1949 that will equal or exceed the 1948 figure. 
\ survey of representative New England real estate 
lenders by this bank shows that. while mortgage 
terms have tightened. ample funds are available for 
residential and commercial construction in 1949. 
Construction costs of new units have passed their 
peak and prices of existing dwellings are off about 
15 to 20 per cent. 











I. LARGE VOLUME OF MortGaGe LENDING 
PROBABLE IN 1949 


New England mortgage lenders made the largest 
volume of loans in any year in their history during 1948. 
About three-quarters of the funds loaned were on resi- 
dential properties. Of this sum, well over half was used 
by borrowers to acquire or refinance existing dwellings, 
and the balance to assist the construction or purchase 
of new houses. 

Mutual savings banks made the largest volume of 
mortgage loans, followed by savings and loan associa- 
tions’ and commercial banks. These three groups of 
lenders accounted for over 80 per cent of the total real 
estate loans made in 1948. Individual lenders also pro- 
vided funds — contributing about 11 per cent of the 
total. It is estimated that total real estate loans of all 
lenders increased about 15 per cent over the year. 

Despite the strong demand for both residential and 
commercial construction, the supply of mortgage funds 
has been ample and competition among lenders has 
been keen. The demand, however, is probably less effec- 
tive than it was a year ago because more buyers find it 
difficult to raise the cash equity to complete their pur- 
chases. Restraints on the continued expansion of loans 
seem to be coming increasingly into play — resulting 
from the relationship of debt to income, from more 
conservative appraisals, and from less favorable profit 
expectations in a more competitive market. Although 
there is no shortage of mortgage funds, there is no 
longer a large excess searching for an outlet. Some banks 
even consider themselves fully loaned. 

In general borrowers are required to make down- 
payments on purchases of new houses which are three 
to five per cent larger than was true in 1947 and early 
1948. Currently savings and loan associations will not 
lend on the average more than 75 per cent of the ap- 
praised value of the property, mutual savings banks 
about 70 per cent, and commercial banks about 65 per 
cent. The down-payment required on existing dwellings 
is a little larger than on new housing and has likewise 
been increased. Rates of interest have risen about one- 
half of one per cent since 1916 and average about 4.5 
per cent. Little change occurred in lending rates during 
1948. The average rate of amortization ranges between 
five and six per cent, which is higher than was customary 


UIncludes cooperative banks and building and loan associations. 
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for 1949 


two years ago. The greatest increases in both the rate of 
interest and rate of amortization have been made by the 
commercial banks. 

Government guarantees stimulated real estate lend- 
ing to a considerable extent throughout the past year. 
Both FHA and VA mortgages showed substantial in- 
creases by all groups of lenders. FHA mortgage holdings 
were increased about 70 per cent at savings and loan 
associations and about 25 per cent at commercial and 
mutual savings banks. The increases in holdings of VA 
mortgages were about half those shown for FHA mort- 
gages by the various groups of lenders, with the excep- 
tion of the mutual savings banks. Some lenders classify 
VA mortgages as unprofitable at the present rate of four 
per cent. FHA mortgages, however, are generally con- 
sidered profitable at the 4.5 per cent rate. Premiums 
which have been paid on FHA mortgages in the past 
have largely disappeared. Mutual savings banks are 
apparently continuing to encourage VA loans at four 
per cent and reported an increase in holdings of about 
10 per cent, the largest increase by far of any lending 
group. The proportion of insured loans to total real 
estate loans increased from 25 to 30 per cent of the total 
during 1948. 

Few, if any, lenders sold FHA or VA mortgages to the 
Federal National Mortgage Association’ during the 
year. Open market purchases and sales of FHA mort- 
gages were light in volume and participation was not 
general. The volume of mortgages sold to insurance 
companies during 1948 was likewise small and appar- 
ently lower than in 1947. 

Currently institutional investors are faced with a 
decrease in the number of desirable borrowers. Applica- 
tions on the average are less satisfactory. Consequently 
lenders have become more selective in their choice of 


24 Government agency which provides a secondary market for insured loans. 


NEW ENGLAND NONFARM MORTGAGE RECORDINGS 


Mortgages of $20,000 or less made by New England Lenders 
: 40 Ber Gent of Total 1941, 45,4647 048 
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real estate loans. Builders also are reported to be find- 
ing banks somewhat more restrictive although loans are 
not being consistently rejected nor are banks following 
a uniform policy. 

Buyers of housing, on the other hand, have become 
more discriminating. The pattern of demand has begun 
to change as recent price movements indicate. While 
there has been practically no change in the price of new 
houses in the $12 thousand and under class, existing 
dwellings in this.class are 10 per cent lower on the aver- 
age than a year ago. New houses priced above $12 
thousand are off about five per cent on the average, and 
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existing dwellings about 20 per cent. The carry-over of 


houses under construction on which mortgage advances 
have yet to be made is substantial. There is still a strong 
demand for both old and new houses at the right price. 
While increases in mortgage portfolios like the ones 
which took place in 1947 and 1948 cannot be expected 
in 1949, further advances will probably be made. 

Generally the mortgage debt load in the nation is 
easier to carry than it was during the last half of the 
1920’s — the dollar volume being lower in relation to 
national income. Lower interest rates and the regular 
amortization over longer periods carried by many mort- 
gages are also favorable factors. 

Greater caution in real estate lending will be called for 
in 1949. Mixed price trends will probably rule in the 
construction industry. The growth in loans indicates 
that to an increasing extent lenders’ money has been 
substituted for owners’ money in carrying real estate, 
thus exposing lenders to a greater share of the financial 
risk of the current market. 


Il. New Construction May Rise ABOVE 
1948 LEVEL 


Prior to World War II, New England’s proportion of 
total new construction in the United States fluctuated 
around six per cent. During the war, New England’s 
share dropped to four per cent. Although the region’s 
share has risen again since the war, it has not reached 
the prewar level. Even if the national total of new con- 
struction in physical terms does not rise appreciably in 
1949, there is some reason to expect the New England 
total to climb higher. 

The value of new construction put in place in New 
England during 1948 was $875,000,000 at current prices. 
NEW ENGLAND'S PROPORTION OF U.S. NEW CONSTRUCTION VALUE 
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It was 140 per cent above the 1939 total and 38 per cent 
above the prewar peak in 1941. It was larger than the 
figure for any year during the great construction boom 
of the 1920's. 

In physical terms, however, the new construction 
activity of 1948 in New England was far from record 
breaking. Over half of last year’s value of construction 
represented cost increases since 1939. When adjusted to 
1939 cost levels, the 1948 construction boom appears 
much more modest. It was equaled or exceeded in 1940, 
1941, 1942, and in several years during the twenties. 

Construction in New England reached a peak during 
the early 1940’s because of the heavy volume of public 
construction, largely by the Federal Government for 
military and naval installations and for manufacturing 
facilities. After the termination of hostilities new con- 
struction activity rose sharply again from its war- 
time slump despite initial limitations in available ma- 
terials and labor. The proportion of the value of new 
private construction to total new construction in New 
England climbed from its wartime low of 26 per cent to 
81 per cent in 1947, It was 78 per cent in 1948. From 
1920 through 1929, the value of new private construc- 
tion had represented about 80 per cent of the total. 

The physical level of construction activity during 
1948 was not so high that it cannot be maintained for at 
least several more years, barring a lengthy recession. 
The Federal Works Agency estimates that there is 
roughly a $100 billion total of needed public works for 
states, counties, and cities in the United States. Needed 
residential housing is currently estimated as at least 
nine million additional new units by 1960. There are 
still very large requirements for private construction by 
commercial, industrial, and utility enterprises. 

In terms of the country’s needs and the historical 
precedent of the 1920’s, it would seem quite possible for 
the volume of construction in 1948 to be equaled or sur- 
passed in 1949 and even in later years. Assuming no 
major business recession, it is likely that construction 
activity in New England in 1949 will surpass the 1948 
level for the reasons given below. 


The Outlook for Spectfic 


Pypes of Construction Activity 


Privately financed new construction in New England 
during 1948 totaled $680 million at current prices but 
only $321 million in terms of 1939 prices. Slightly less 
than half was nonfarm residential construction. Except 
for a small volume of farm construction, the rest was 
split fairly evenly between utility construction and non- 
residential building of all other types. 

The national total of privately financed new non- 
farm dwelling units started in 1948 was about 910,000, 
a figure exceeded only in 1925. The New England figure 
was 42,300 units. Current indications are that in 1949 
starts for the country will amount to only about 
850,000 units. Accordingly, even if New England’s 
share of national private residential housing activity 
rises slightly in 1949 from its 1948 figure of 4.6 per cent, 
a decline in residential housing construction in this 
region may be anticipated. A representative group of 
New England’s mortgage lending institutions expect 
about a 10 per cent drop. 
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COMPOSITION OF NEW CONSTRUCTION IN NEW ENGLAND! 


Selected Years, 1939 to 1948 
(In millions ¢ of dollars, adjusted to 1939 Prices) — 
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The categories of private nonresidential construction 
and utility construction showed remarkable growth dur- 
ing the first few postwar years. A comprehensive survey 
of the capital expenditure plans of manufacturers, utili- 
ties, and other industrial groups conducted by the 
McGraw-Hill Department of Economics indicated that 
at the beginning of 1949 planned expenditures on build- 
ings and equipment for the year 1949 would almost 
equal the 1948 total. 

Even if industrial production should decline moder- 
ately in 1949, industrial construction should remain 
high. Much of the planned activity is part of fixed long- 
range programs. While a slight recession would postpone 
some other plans, additional construction requirements 
would become urgent as the need for modernization to 
reduce costs became more apparent. Representative 
New England lending agencies expect no important 
change in industrial and commerical building in 1949 
from the 1948 level. It seems likely that the New Eng- 
land total for all private construction other than resi- 
dential will rise somewhat in 1949, therefore, because of 
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theless push total private construction in 1949 slightly 
below the 1948 total. 

Public construction is the area in which expanded 
activity is anticipated for the coming year. The total of 
all public construction in New England in 1948 was 
about $195 million at current prices or $92 million in 
terms of 1939 prices. This was substantially less than 
the comparable total in 1939. In physical terms high- 
way construction in 1948 was only two-thirds of its 1939 
level, and nonresidential public construction (schools, 
hospitals, public buildings, and similar structures) was 
less than half its prewar figure. It seems certain that 
construction activity in these two categories will expand 
appreciably in New England during 1949. 

A substantial increase in residential housing con- 
structed with public funds is also to be anticipated dur- 
ing this coming year. In New England the states of 
Massachusetts and Connecticut have been particularly 
active in planning public programs to improve housing 
conditions. In 1948 about 3,800 publicly financed hous- 
ing units were started in the region. It appears possible 
that about 10,000 units will be started this year, and 
that the total 1949 value of such construction put in 
place might reach $75,000,000 or more. Even if the 
public housing programs fall short of these figures, they 
will probably constitute a substantial net increase to 
total new construction in 1949. There will probably be 
relatively small changes from 1948 to 1949 in the value 
of public construction in New England in the remaining 
categories, which include military, naval, water, sewer, 
conservation, and development projects. 

On balance, it appears likely that the increases in 
public construction in New England during 1949 will 
outweigh any decreases which may appear in private 
construction, and that the total of all new construction 
activity will rise by a small percentage. 

More than half of New England’s new construction 
since the end of the war has been in Massachusetts. 
Connecticut has accounted for another quarter of the 
New England total since 1945. The remaining quarter 
of the region’s postwar new construction activity has 
occurred in the other four states in the following de- 
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The physical volume of most types of construction in 
New England has risen steadily since the end of the war 
despite leaping construction costs. Though surveys in- 
dicate that prospective moderate rises or falls in con- 
struction costs are not sufficient to change the construc- 
tion plans of most industrial concerns by any large 
extent, costs seem to have a somewhat greater effect 
upon the demand for new private residential housing 
and some categories of public construction. A moderate 
decline in building costs in 1949 would provide a greater 
incentive to build moderate-cost rental housing, for 
which the unfilled demand is still large. It would also 
stimulate publicly financed nonresidential construction 
of a variety of types. 


Costs of Construction Pass Peak 


By the end of 1948 it did appear that the long upward 
movement in building costs had reached its end. Ac- 
cording to the United States Department of Commerce, 
the composite index of construction costs in the United 
States for December was 212 per cent of the 1939 aver- 
age. The index had dropped 2.6 per cent from its post- 
war peak of 217 in August. 

Since building materials on the average account for 
about two-thirds of total construction costs, that ele- 
ment is of special importance. The wholesale price index 
of construction materials had receded one per cent from 
its September high by December. The accompanying 
chart shows price trends for the total index and for six 
basic types of construction materials between the end 
of price control and November 1948. The 20-city aver- 
age of the Engineering News-Record indicates that 
through February the prices of construction materials 
continued to follow the pattern established during the 
last few months of 1948. 

Lumber is the only construction material that has 
registered an important price decline. [It is also the 
material that had showed the greatest price increase. 
Because of its high relative importance in construction 
it has exerted a powerful influence on the total index. 
Prices of the other materials have not yet dropped 
significantly, though for most the price climb seems to 
be leveling off. Dealers in building materials and con- 
struction contractors in and around Boston report that 
price trends in New England are essentially the same as 
those for the country as a whole. 

The declines in lumber prices have been stimulated 
by rapidly growing inventories and slightly weakening 
sales. Lumber dealers are forecasting a further 10 to 15 
per cent drop in lumber prices during 1949. To date 
sustained construction demand has limited price adjust- 
ments for other materials to minor concessions, though 
mounting inventories may lead to somewhat more im- 
portant adjustments later. Cuts in heating equipment 
prices were announced recently. 

Between November 30, 1947, and November 30, 1948, 
mill and retail dealers’ lumber inventories increased 24 
per cent to a total of 12 billion board feet. Portland 
cement inventories at plants were up three per cent to 
6.4 million barrels. The supply situation for builders’ 
hardware improved in 1948. Supplies of softwood and 
hardwood flooring, gypsum board and lath, asphalt 
roofing, and cast-iron soil pipe are adequate. The supply 
of millwork and plywood is improving. Except for steel 
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items such as pipe and nails, material shortages no 
longer exist and prompt deliveries are the rule. 

During the first 11 months of 1948 production of key 
construction materials increased over the corresponding 
1947 period as follows: brick, 17 per cent; Portland 
cement, 10 per cent; structural steel, 4 per cent; and 
lumber, | per cent. 

The course of construction labor earnings and pro- 
ductivity is an important determinant of changes in 
construction costs, since labor costs are approximately 
one-third of total costs. At the end of 1948 average 
hourly earnings were about 205 per cent of the average 
for 1939, an increase less than that in materials prices. 
While the prices of building materials had turned down, 
hourly earnings continued to move upward, even if at 
a lower rate. Less premium pay for overtime has been 
cushioning some of the increases in basic hourly wages. 
There are indications that productivity has been im- 
proving, however, partly as a result of the more ade- 
quate labor force and partly because more precise 
scheduling of work is possible as deliveries of materials 
have improved. It appears that productivity improve- 
ments have overtaken the increases in hourly earnings 
and that the labor cost index will decline slightly or 
remain fairly stable in 1949. 

Since the only major element in construction costs 
which offers much prospect for important near-term 
price reductions is lumber, it seems unlikely that the 
composite cost index will drop substantially during the 
first half of 1949 so long as a high level of business ac- 
tivity is maintained. Adequate production and growing 
inventories of most other building materials will prob- 
ably not be sufficient to result in sharp price declines in 
the face of the indicated continuation of strong demand. 
On the whole then, construction costs during most or all 
of 1949 will probably play a rather passive role in en- 
couraging increases or decreases in the volume of new 
construction activity. 
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